Hedonic Home Value Index

Corelogic: Housing markets build momentum through the
end of 2020, pointing to a strong start to 2021

Australia’s housing market finished the year on a strong
footing with Corelogic’s national home value index rising a
further 1.0% in December; the third consecutive month-on-
month rise following a -2.1% drop in dwelling values between
April and September.

Australian home values finished the year 3.0% higher with
regional housing values rising by 6.9%, a rate of capital gain that
was more than three times higher than the combined capitals,
where home values were up 2.0% over the year.

Corelogic’s research director, Tim Lawless, said the year was
characterised by a mild COVID dip in values, but unprecedented
volatility in the transaction space. “The number of residential
property sales plummeted by -40% through March and April but
finished the year with almost 8% more sales relative to a year
ago as buyer numbers surged through the second half of the
year. Despite the volatility, housing values showed remarkable
resilience, falling by only -2.1% before rebounding with strength
throughout the final quarter of 2020.”

In retrospect, the rebound in housing market activity and
dwelling values is unsurprising given the rapid and substantial
monetary and fiscal response from the Government and policy
makers. “Record low interest rates played a key role in
supporting housing market activity, along with a spectacular rise
in consumer confidence as COVID-related restrictions were
lifted and forecasts for economic conditions turned out to be
overly pessimistic. Containing the spread of the virus has been
critical to Australia’s economic and housing market resilience,”
Mr Lawless said.

As remote working opportunities became more prevalent and
demand for lifestyle properties and lower density housing
options became more popular, regional areas of Australia saw
housing market conditions surge. “Regional housing markets
had generally underperformed relative to the capital city
regions over the past decade, but 2020 saw regional housing
values surge as demand outweighed supply,” said Mr Lawless.

On the flipside, higher density housing has generally
underperformed throughout the year, with capital city unit
values holding reasonably firm (+0.2%) while house values were
up 2.6%. Excluding Melbourne, every capital city recorded a
higher rate of capital gain for houses relative to units in 2020.
According to Mr Lawless, the stronger growth conditions for
houses over units is due to a range of factors. “Unit markets
have historically been more popular amongst investor buyers;
demand from investors has been weighed down by weak rental
conditions across the unit sector along with high supply levels in
some precincts. A transition of demand towards lower density
housing options has helped to buoy house values.”

Although housing markets are gathering pace, four of the
eight capitals are still recording dwelling values lower relative
to their previous peaks. Melbourne home values are still -4.1%
below their March 2020 peak and Sydney dwelling values need
to recover a further 3.9% before surpassing the previous July
2017 peak. Perth and Darwin values remain -19.9% and -25.7%
below their 2014 peaks.
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Index results as at December 31, 2020

Change in dwelling values

Month Quarter LULTEN Total return ’tl’:ﬁj:n
Sydney 0.7% 1.3% 2.7% 5.3% $871,749
Melbourne 1.0% 1.5% -1.3% 1.9% $682,197
Brisbane 1.1% 2.1% 3.6% 7.6% $521,686
Adelaide 1.1% 3.6% 5.9% 10.1% $468,544
Perth 1.1% 2.8% 1.9% 6.4% $471,310
Hobart 0.7% 3.2% 6.1% 11.4% $513,552
Darwin 2.3% 5.5% 9.0% 15.0% $416,183
Canberra 0.6% 3.5% 7.5% 12.5% $678,765
Combined capitals 0.9% 1.8% 2.0% 5.3% $651,983
Combined regional 1.6% 4.0% 6.9% 11.8% $420,502
National 1.0% 2.3% 3.0% 6.6% $574,872

Month-on-month change in national dwelling values
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Change in dwelling values

Past month Past 3 months Past 12 months
Sydney B o7% B 13% W 27%
Melbourne B o10% B 15% -13%
Brisbane B 11% M 2% M 36%
Adelaide B 11% I 3.6% B 59%
Perth B 11% B 2.8% B 19%
Hobart B o7% B 3.2% B 6%
Darwin B 23% I 55% N 0.0%
Canberra B oe% B k5% el 75%
Regional NSW B 1% B 3% I s3%
Regional Vic B 1s% B 3% Bl 5%
Regional Qld B 1% B 2% B 6%
Regional SA B 2o M 26% B s1%
Regional WA B o12% M 2s% 37418
Regional Tas Bl 2% B 2% I 119%
Regional NT I ;2 B o% B 35%
Combined capitals B o09% M 1.8% B 20%
Combined regionals B 1e6% I a.0% I 6.9%
Australia B o10% M 23% M k0%
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Low inventory levels have been a feature of the Australian New listings, rolling 28 day Total listings, rolling 28 day
housing market through 2020. Although the number of new count, national count. national

listings surged higher through spring and early summer, the total ! !
number of residential dwellings advertised for sale has remained 60,000 260,000
persistently low throughout 2020.

50,000 240,000
Total listings peaked at the end of November with approximately 220,000
165,000 properties available for sale, -18% lower relative to the 40,000
same period in 2019, and -22% below the five year average for ’ 200,000
that time of the year. At the end of 2020 there was -21% fewer 30,000 180,000
properties available for sale than at the end of 2019. ! ’

160,000

According to Mr Lawless, low advertised stock levels reflect a 20,000
rapid rate of absorption; put simply there are more active buyers 140,000
than new listings being added to the market. “Despite new listing 10,000 120,000
numbers being consistently lower relative to their 2019 levels, the As at 27 Dec, 2020 As at 27 Dec, 2020
estimated number of home sales were almost 8% higher though 0 c L = = a = 100,000 c L = a s
2020 compared with the 2019 calendar year. This imbalance s 2 3 =g 2 s 3 3 = g2

between effective supply and demand is another factor that has
supported a rise in housing prices as a sense of urgency returned 2016 2017 2018 2016 2017 2018
to the market. With home buyers outnumbering sellers, most

areas around the country represent a seller's market.” 2019 2020 2019 2020
Strong selling conditions are also reflected in auction clearance Monthly volume of sales, national
rates which have held firm around the 70% mark since the first
. e 50,000
week of November. Auction conditions have shown extreme
volatility through 2020, with a large portion of auctions withdrawn 45,000
from sale during periods of lockdown when onsite auctions and
. ) 40,000
home inspections were banned.
. - . . 35,000
As housing market conditions firm, homes are selling faster and
vendors are discounting their prices less. Across the combined 30,000
capital cities, the median number of days on market has reduced 25000
from a recent high of 43 days over the three months ending July to ’
33 days throughout the December quarter. Similarly, vendors are 20,000
discounting their asking prices by a smaller amount, with the Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec
median vendor discount reducing from 3.6% to 2.8%. 2020 2019 2018 s
yr average

Most recent months of sales volumes are estimates and will revise

Auction clearance rate, combined capitals .
Performance across broad valuation cohorts

90% 2.0%
80% 1.5% The most affordable quartile of the market is continuing to drive
the strongest rise in values, however the performance gap is
70% 1.0%  narrowing relative to more expensive properties. Across the
60% 0.5% combined capitals, lower quartile home values were up 1.0% over
the month compared with a 0.9% rise across the broad middle of the
50% 0.0% market and a 0.8% gain across the upper quartile of the market.
40% -0.5% )
In Melbourne, where the upper quartile lost the most value through
30% -1.0%  COVID, home values are now rebounding the fastest. Melbourne’s
20% clearance rate (left axis) monthly change in dwelling values (right axis) 1.5% upper quartile index increased in value by 0.98% in December,
@ O H4 &N ®m & 1 OV N O O O compared with a 0.97% rise across the lower quartile.
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0O O o o o o o o o o o o Sydney’s upper quartile is also bouncing back strongly, recording a

0.70% rise in values over the month compared with a 0.63% rise
across the lower quartile.
Rolling three month change in capital city dwelling
values by quartile Brlsbgne is also showing .strength across the upper quartile, w!th
8% f:lwellmg values up 1.25% in DeFember compared with a 0.94% rise
in values across the lower quartile of the market.
0,
o% Previous cycles have shown a similar trend, where the more
4% expensive end of the market has shown both stronger gains
2% through the upswing and larger declines through the down phase of
the cycle. With housing markets once again gaining momentum, it is
0% likely the top end of the market will again start to outperform
relative to other sectors.
-2%

-4%

-6%
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Annual change in rents, Annual change in rents, Gross rental yields,

Houses Units dwellings
13% 13%
Sydney N 29%
Melbourne B 3a%
Darwin, 9.6% Brisbane . 43%
8% 8% Darwin, 7.6% Adelaide I 43%
Canberra 4 7% Perth s 45%
adelaide 3.6% Hobart . 45%
29 ® e S0 3% . Darwin . 6.0%
Canberra, 1.5% Canberra . 5%
5‘1"‘1?&""1'5% Adelaide, 1.4% i
vielbourne
Hobart, -1.0% Regional NSW N 44%
2% o -2% Hobart, -2.0% Regional Vic . 3%
Regional Qld I 52%
Regional SA I 8%
7% 7% Sydney,-5.7% Regional WA I 5.2%
Melbourne,-7.6% Regional Tas I 5.0%
Regional NT IS 7%
-12% -12% Combined capitals I 3.4%
et S T - et S T - Combined regionals . as%
%] %] %] %] %) %) %) %) %) %) %) %) National s 37%
[} [} [} [} [} [} [} [} [} [} [} [}
o o o o o o o o o o o o

Rental conditions have diverged substantially in 2020 from both a geographical perspective and across the housing types.

From a geographical perspective, the annual change in rents has been strong in Perth and Darwin where house rents are up around 10%
in both cities and unit rents are 6.8% higher in Perth and 7.6% higher in Darwin. Mr Lawless attributes the strength in Perth and Darwin
rentals to both strong demand and a recent history of minimal supply additions. “Both Perth and Darwin have recorded below average
levels of investor activity since housing market conditions started to cool in mid-2014 which has led to a shortage of rental stock. More
recently, with stronger interstate migration driving housing demand, rental rates have been under substantial upwards pressure as
demand for rentals outweighs supply.”

Although rents are surging higher in Perth and Darwin, the longer term trend highlights the weak rental conditions that persisted prior to
the recent upswing. Perth rents remain -10.4% lower than the previous peak in May 2013 and Darwin rents remain almost -20% below
their 2014 peak.

At the opposite end of the spectrum are rental conditions across the Melbourne and Sydney unit markets where weak demand and high
supply has driven a sharp drop in rents. Demand for inner city unit rentals has been significantly impacted by stalled overseas migration,
especially from lower overseas student numbers. Weak demand for inner city unit rentals has been exacerbated by a recent history of
high rise apartment construction in Melbourne and Sydney, with the pipeline of new units that are still under construction remaining well
above the decade average. Melbourne unit rents are down -7.6% over the calendar year and Sydney unit rents are down -5.7%. Weak
rental conditions across the unit sector are likely to persist until overseas migration starts to ramp up and the higher levels of supply are
absorbed.

Rental yields have been under some mild downwards pressure through the COVID period, with the gross yield across the combined
capitals region reducing from 3.51% at the end of 2019 to 3.42% in December 2020, while yields across the combined regional areas have
reduced from 5.03% last year to 4.83% this year. Despite the lower yield profile, with interest rates likely to remain at record lows for
some time yet, the opportunity for positive cash flow properties is becoming more prevalent. Opportunities for positive cash flow
properties along with the potential for capital gains is likely to see investment activity consistently lift through 2021.

In summary, 2020 has been a year of extremes for Australian
housing markets. Despite the volatility, home values have been
resilient to material falls through the worst of the COVID-related
economic downturn and the final quarter of 2020 has seen housing
markets around the country stage a broad-based rise in values
amidst strong demand and low advertised supply.

Housing market activity, which provides a multiplier effect for the
Australian economy more broadly, ended the year with annual
home sales about 8% higher than a year ago. More home sales
implies more work for a range of industries including real estate
professionals, removalists, conveyancers, financiers and building
inspectors along with more spending on household goods such as
home furnishings, white goods and appliances.

The risks related to less fiscal support and the expiry of mortgage
repayment deferrals have diminished as the economy
outperforms forecasts and labour markets recover lost jobs.
Indeed, the mid-year economic and fiscal outlook estimates that
around 600,000 fewer workers would need JobKeeper through
December than originally expected and unemployment looks set to
peak lower than the original budget estimates at 7.5%.
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According to APRA, home loan deferrals dropped to $68.2Bn or
3.9% of the loan book in October, down from $195Bn (11%) in June.
As the March expiry of mortgage repayment holidays approaches
it's looking less likely that there will be a significant rise in
distressed homes coming onto the market.

Although the trajectory for housing markets is looking positive as
we move into 2021, the downside risks remain clear and present.

As demonstrated by Melbourne’s second round of lockdowns, new
restrictions associated with a COVID outbreak would set back the
economic recovery and have a negative, although temporary
impact on housing markets.

Closed international borders are another wildcard; the longer
borders remain closed the greater the impact is on housing
demand, especially rental demand. Regions where overseas
migration has historically comprised a larger portion of overall
population growth, such as Melbourne and Sydney, will be
impacted the most by prolonged border closures.
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capitals

Combined Combined
regional

Regional Regional Regional Regional Regional Regional Regional R
National

Al Dwelins !

Month 0.7% 1.0% 1.1% 1.1% 1.1% 0.7% 2.3% 0.6%
«» Quarter 1.3% 1.5% 2.1% 3.6% 2.8% 3.2% 5.5% 3.5%
?:n YTD 2.7% -1.3% 3.6% 5.9% 1.9% 6.1% 9.0% 7.5%
% Annual 2.7% -1.3% 3.6% 5.9% 1.9% 6.1% 9.0% 7.5%
3 Total return 5.3% 1.9% 7.6% 10.1% 6.4% 11.4% 15.0% 12.5%
e Gross yield 2.9% 3.1% 4.3% 4.3% 4.5% 4.5% 6.0% 4.5%

Medianvalue $871,749  $682,197 $521,686 $468,544 $471,310 $513,552 $416,183 $678,765

1.7% 1.8% 1.4% 2.0% 1.2% 2.1% na 0.9% 1.6% 1.0%
4.3% 3.7% 4.1% 2.6% 2.5% 4.4% na 1.8% 4.0% 2.3%
8.3% 5.6% 6.9% 8.1% -3.7% 11.9% na 2.0% 6.9% 3.0%
8.3% 5.6% 6.9% 8.1% -3.7% 11.9% na 2.0% 6.9% 3.0%
12.8% 10.6% 12.3% 14.0% 2.6% 18.2% na 5.3% 11.8% 6.6%
4.4% 4.3% 5.2% 5.8% 6.2% 5.0% na 3.4% 4.8% 3.7%
$503,744 $416,288 $405,763 $251,483 $330,684 $344,897 na $651,983  $420,502 $574,872

Month 1.1% 1.2% 1.2% 1.2% 1.1% 0.9% 2.3% 0.7%
Quarter 2.5% 1.5% 2.5% 3.9% 2.8% 3.6% 5.0% 4.0%
YTD 4.0% -2.0% 4.6% 5.9% 2.0% 7.7% 11.9% 8.5%
Annual 4.0% -2.0% 4.6% 5.9% 2.0% 7.7% 11.9% 8.5%
Total return 6.3% 0.8% 8.5% 10.0% 6.4% 13.1% 17.5% 13.2%
Gross yield 2.7% 2.8% 4.1% 4.1% 4.3% 4.5% 5.5% 4.2%

Median value

$1,015,354 $799,980 $576,338 $504,829 $490,810 $551,462 $497,222 $762,608

1.8% 1.8% 1.5% 2.1% 1.2% 2.5% 2.8% 1.1% 1.7% 1.3%
4.5% 3.7% 4.2% 3.1% 2.3% 4.6% 5.1% 2.4% 4.2% 2.8%
8.8% 5.5% 7.3% 7.8% -3.9% 12.0% 2.8% 2.6% 7.1% 3.7%
8.8% 5.5% 7.3% 7.8% -3.9% 12.0% 2.8% 2.6% 7.1% 3.7%
13.2% 10.3% 12.5% 14.0% 2.3% 18.7% 10.0% 5.8% 11.9% 7.1%
4.4% 4.3% 5.0% 5.8% 6.1% 4.9% 6.6% 3.3% 4.7% 3.6%
$521,519 $443,586 $417,877 $258,042 $343,619 $359,521 $434,182  $696,413  $435,623 $596,090

Month -0.1% 0.6% 0.4% 0.5% 1.1% -0.3% 2.3% 0.3%
Quarter -1.4% 1.4% 0.5% 1.9% 2.5% 1.6% 6.4% 1.6%
YTD -0.2% 0.0% -0.6% 5.6% 1.3% 0.0% 3.6% 4.1%
Annual -0.2% 0.0% -0.6% 5.6% 1.3% 0.0% 3.6% 4.1%
Total return 3.3% 3.9% 4.3% 10.9% 6.4% 4.9% 10.3% 10.2%
Gross yield 3.3% 3.7% 5.1% 5.2% 5.3% 4.8% 7.0% 5.6%
Medianvalue $733,852 $576,905 $390,785 $344,493 $365,037 $417,724 $290,774 $467,977

1.2% 1.7% 1.0% 0.6% 0.0% -0.9% na 0.2% 1.1% 0.4%
3.0% 3.9% 3.7% -5.3% 5.4% 2.3% na 0.0% 3.4% 0.5%
5.7% 6.5% 5.7% 11.7% -0.2% 10.5% na 0.2% 5.9% 1.0%
5.7% 6.5% 5.7% 11.7% -0.2% 10.5% na 0.2% 5.9% 1.0%
10.4% 12.2% 11.5% 11.0% 7.1% 15.3% na 4.1% 11.2% 5.0%
4.7% 4.9% 5.5% 6.1% 7.8% 5.7% na 3.8% 5.2% 4.0%
$425,135 $307,791 $375,076 $194,084 $217,801 $271,076 na $574,388  $364,101 $525,688

Corelogic is the largest independent provider of property information, analytics and property-
related risk management services in Australia and New Zealand.

Methodology

The CoreLogic Hedonic Home Value Index

is calculated using a hedonic regression methodology that
addresses the issue of compositional bias associated with
median price and other measures. In simple terms, the index

is calculated using recent sales data combined with information
about the attributes of individual properties such as the number
of bedrooms and bathrooms, land area and geographical
context of the dwelling. By separating each property into its
various formational and locational attributes, observed sales
values for each property can be distinguished between those
attributed to the property’s attributes and those resulting

from changes in the underlying residential property market.
Additionally, by understanding the value associated with each
attribute of a given property, this methodology can be used to
estimate the value of dwellings with known characteristics

for which there is no recent sales price by observing the

characteristics and sales prices of other dwellings which have
recently transacted. It then follows that changes in the market
value of the entire residential property stock can be accurately
tracked through time. The detailed methodological information
can be found at:

https://www.corelogic.com.au/research/rp-data-corelogic-
home-value-index-methodology/

Corelogicis able to produce a consistently accurate and robust
Hedonic Index due to its extensive property related database,
which includes transaction data for every home sale within
every state and territory. CorelLogic augments this data with
recent sales advice from real estate industry professionals,
listings information and attribute data collected from a

variety of sources.

* The median value is the middle estimated value of all residential properties derived through the hedonic regression methodology that underlies

the CorelLogic Hedonic Home Value Index.
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